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Summary 


Tesla makes waves in multiplex ways in the financial forum as well as the real economy. 
For instance, the carmaker has single-handedly created a mass market for electric 
vehicles. Moreover, the dynamo is now disrupting the marketplace for solar roofs, power 
packs, and other products bearing on clean energy. 

To set the backdrop, the trailblazer ran into a slew of roadblocks and sinkholes in the 
early stages. Despite the stumpers, though, the firebrand attained a respectable level of 
manufacturing savvy and financial stability by the end of the 2010s. In the process, the 
upstart confounded and humbled a multitude of skeptics. 

An ongoing example involves the corps of scoffers that sell short millions of shares of 
stock while presuming that the company will fail and the equity collapse. The spitfires 
betting against the firm lost $18 billion during the first half of 2020 alone. Some of the 
washouts threw in the towel while others chose to cling on and pray for redemption. Yet 
the peppy stock tramped higher, thus squeezing the shorts and pounding them even 
more. 

To be sure, the stock has to relax and unwind on occasion throughout its journey to lofty 
heights. At this stage, some of the vibrant prospects for the firm are already baked into 
the burly price of the stock. In the absence of a huge surprise, though, a hefty amount of 
growth still remains to be unleashed in the months and years to come. 
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Icon for Boosters and Hooters 


Since its inception in 2003, Tesla has turned into a powerhouse of the financial forum as 
well as the real economy. To cite one factor, the carmaker has on its own created a 
mass market for electric vehicles. In a parallel fashion, the company is breathing new 
life into the poky markets for solar roofs, power packs, and other products dealing with 
clean energy. 

Until recently, the go-getter faced a gauntlet of massive obstacles and existential crises. 
An example sprang from a blind faith in the power of manufacturing automation despite 
the limitations of extant technology. At one stage, for instance, a phalanx of robots on 
the factory floor flubbed their functions and clogged the production lines as they lacked 
the dexterity needed to handle floppy objects such as electrical wires and flexible 
panels. For this and other reasons, the cars stamped out by Tesla were rife with flaws 
ranging from ill-fitting doors to scrappy paint jobs. 

Thanks to the cavalcade of goof-ups throughout its infancy, Tesla attracted a huge 
following of skeptics and critics. Even so, the company survived the fiascos and learned 
promptly from its mistakes. The fleetness of the firm springs from a passion for 
improvement. Unlike other vendors in the auto industry, for instance, Tesla doesn’t 
dawdle for a year or more before fixing a widespread defect noted by the customers. 
Instead, the hustler tackles the problem at once and often applies the solution within a 
matter of weeks to the subsequent cars coming down the production line. 

The motto of speedy progress has served the company well in areas ranging from 
product innovation and manufacturing prowess to quality enhancement and cost control. 
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As a testament to its performance, Tesla set a record in March 2020 by becoming the 
first vendor in the world to have built 1 million electric cars. 

Along the way, the maverick has confounded and humbled myriads of detractors 
ranging from financial analysts to professional investors. An example of the latter 
involves the army of scoffers who sell short the stock (ticker symbol of TSLA) in the 
expectation that the company will fail and the equity collapse. 

As of July 10, for instance, the harpies betting against Tesla lost a neat $18 billion since 
the beginning of 2020 (Franck, 2020). Some of the losers threw in the towel while others 
chose to cling on and pray for redemption. Yet providence was deaf to their pleas. 

By July 20, TSLA set another record by being the first stock ever to surpass $20 billion 
in short interest; that is, the dollar value of all the shares sold short (Idzelis, 2020). The 
cynics’ yen for self-flagellation was a marvel to behold. Despite the inevitable chain of 
fallbacks from time to time, the peppy stock continued to bound higher thus squeezing 
the shorts and pulping them even further. 

Granted, the stock has to pause for breath from time to time. Even so, the shorters are 
most unlikely to get a reprieve from the traps they set along with the woes they continue 
to bring upon themselves. 

In the larger scheme of things, a pioneer in any domain has to surmount an endless trail 
of sideswipes and upsets. To its credit, however, Tesla never rests on its laurels. Instead 
the fireball strives without letup to hone its products and factories, logistics and services, 
through a wide-ranging program of edgy products and sustainable practices geared to 
clean energy. 
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Prospects Going Forward 


Along with the rest of the bourse, the high-flying stock faces some headwinds over the 
next few months. Despite the turbulence along the way, though, TSLAwill doubtless 
continue to reward the faithful and punish the taunters. 

As a rule, the month of September is a cruel spell for the stock market—and this year 
conforms to the usual pattern. Moreover, you can count on TSLAto be a lot more 
volatile than the bourse as a whole. 

On the upside, the stock is buoyed to some extent by a widely anticipated event in the 
circus of finance. The company plans to hold a show-and-tell called Battery Day on 
September 22. 

After that milepost, the firm will announce in early October the number of cars it sold 
and delivered over the previous three months. If recent history is a guide, the results will 
handily surpass the prior estimates of the mass of professional analysts. 

The folks on Wall Street suffer from a severe case of tunnel vision due to their long 
exposure to stodgy firms such as General Motors and Toyota, BMW and Hyundai. The 
pundits “know” from plenty of experience that a car company can’t expand its sales and 
profits by leaps and bounds over prolonged stretches. 

Moreover, many of the analysts still believe Tesla to be a bumbling rookie in the auto 
industry. To be fair to the snorters, Tesla was in fact a rank amateur in areas ranging 
from automotive design and manufacturing systems to computer vision and smart 
robots. Along with the lack of savvy in numerous fields, the pathfinder had to create a 
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brand-new market from scratch; namely, the mass production of electric cars along with 
the novel techniques needed to build advanced vehicles at affordable prices. 

On the bright side, the pathfinder learned quickly from its mistakes and earned its 
stripes as a world-class producer by the onset of 2020. Despite the makeover, though, 
the bulk of analysts on Wall Street still cling to their dour views—for old perceptions die 
hard. 

In early October, Tesla will announce a big hike in production at its factory in China. To a 
lesser degree, the turnup is similar for its overstretched plant in California. To add to the 
good news, the sales of solar roofs and battery packs will outstrip those of the second 
quarter which ended in June, although these product lines still comprise only a small 
portion of corporate revenues. Thanks to the zippy drivers, the stock will clamber even 
higher. 

On a negative note, October is a favorite month for the stock market to go kaput. On the 
other hand, we just witnessed a crash this past spring—in which case, the bourse 
should be much calmer in the autumn. Even so, October will likely bring forth a heap of 
turbulence. 

Toward the end of the month, Tesla will deliver its formal report of revenues and 
earnings for the latest quarter. In that case, the stock will likely climb higher for a few 
days both before and after the announcement. 

To round up, the stock market in general and TSLA in particular are set to bounce 
around a great deal over the next couple of months. After the Presidential elections in 
the U.S. on November 3, however, the bourse as a whole is slated to advance in 
earnest. In keeping with the general uptrend, Tesla will once again jounce higher in its 
usual jittery fashion. 
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Bigwigs of the Bourse 


To bring up a different issue, Tesla became eligible in late July for inclusion in a 
benchmark of 500 heavyweights in the stock market. Normally, the trustees of the S&P 
Index (SPX) take a few weeks or months to make a decision. In some cases, though, 
the stewards merely opt to wait and see; that is, do nothing for a while. The latter has in 
fact been the case for Tesla thus far. 

Whatever the near term holds, the rising star will surely join the SPX at some point. In 
that case, the actual entry will occur within a week or so after the announcement is 
made. 

At that stage, or even before then, a host of index funds that track the SPX will shell out 
many billions of bucks to buy up Tesla shares. The communal pools of this stripe include 
public funds listed on the bourse as well as mutual funds based outside the stock 
market. 

To a greater or lesser degree, the story is similar for myriads of active funds that employ 
the SPX as a baseline for gauging their own performance. The purpose of a proactive 
fund is to beat its chosen benchmark. In any given year, a fund manager may fall behind 
the SPX by a small amount without facing any dire consequences. On the other hand, 
lagging the touchstone by a wide margin will get them fired. For this reason, the 
operators of active funds will allot part of their capital to TSLA as a safeguard against 
big gaps in performance vis-a-vis the SPX. 

Against this background, the inclusion of Tesla in the SPX means that a passel of funds 
—both passive and active—will scoop up shares amounting to a beefy fraction of the 
current valuation of the newcomer. Admittedly, the entire community knows about the 
forthcoming surge of demand. For instance, this knowledge was surely a major cause of 
the stock’s upcast this past summer. 
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Upon the official date of accession to the SPX, though, a rabble of short-term traders— 
who bought TSLA in anticipation of the upsurge—will unload their stakes and clinch 
their profits. In that case, the stock is bound to fall back somewhat. Even so, the equity 
should recover before long and climb higher over the months and years to follow. 

Dunking the Stock 

At the beginning of September, Tesla disclosed plans to sell $5 billion worth of newborn 
shares. The company provided scant details on the purpose of the action, stating simply 
that it would use the money obtained “to further strengthen our balance sheet, as well 
as for general corporate purposes” (CNBC, 2020; La Monica, 2020; Tesla, 2020). 

The sale of shares by the company was completed by September 4, but additional 
dumpage by institutions and individuals sank the stock further. As a result, TSLA 
plunged from a high of $502.49 on September 1 to a low of $329.88 on September 8. 
The drop of 34% was a refreshing move that offered the investing public a dandy 
opportunity to snap up shares at discount prices before the stock resumed its upward 
trek. 

The issuance of new shares at that juncture was a curious move by the firm. For one 
thing, the company already possessed a goodly amount of cash reserves prior to the 
sale. Moreover, the firm was now earning more profits than ever before. Whatever the 
motive, though, the intake provided the firm with additional firepower to pursue 
newfound opportunities going forward. 
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A Shindy to Remember 


At the end of August 2020, the total value of the companies covered by the SPX was 
$30.5 trillion. The latter amount comprised roughly 80% of the valuation of the entire 
bourse in the U.S. From a different slant, a sea of financial assets worth $11.2 trillion 
was linked to the SPX, whether in explicit or implicit ways. Of the latter amount, $4.6 
trillion was indexed directly to the benchmark (S&P, 2020). 

The closing value of TSLA in August, after undergoing a 5-to-1 stock split, was $498.32. 
Since the company had 931.81 million shares outstanding, the total valuation of the firm 
amounted to some $464 billion. If we divide the latter figure by the $30.5 trillion claimed 
by the SPX, the result is about 1.52%. To put things simply, TSLA would account for one 
and a half percent of the entire Index if it had joined at that stage. 

Since a pool of $4.6 trillion was indexed directly to the SPX, 1.52% of that amount came 
out to $70 billion. The latter was the heap of fresh cash that had to pile into TSLA. 

From a larger stance, an ocean of $11.2 trillion in assets was linked to SPX in direct or 
indirect ways. In that case, 1.52% of the latter figure amounted to $170 billion. Put 
another way, a sea of cash worth roughly 37% of the entire valuation of Tesla was set to 
rush into the stock. 

To cite another factor, an army of detractors has shorted TSLA in the hopes of making a 
profit if the stock caves in. As we saw earlier, the marauders lost many billions of dollars 
this year alone when they had to buy up shares in order to close out their positions and 
thus stave off further losses. 
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Even so, a tribe of hard-core masochists still holds short positions amounting to 7.4% of 
the tradable shares: the latter being the floating stock comprising 741 million units 
(Finviz, 2020). Based on the latter two figures, nearly 55 million shares are still held 
short. The gluttons for punishment will run out of money before long. In that case, the 
bushwhackers will have no choice but to buy up gobs of stock in order to undo their 
positions and suffer fearsome losses as a result. 

What will happen when the tsunami of demand hits TSLA upon its induction into the 
Index? That depends a great deal on the willingness of existing shareowners to part 
with their holdings. On one hand, a gaggle of short-term traders will gladly unload their 
shares and snag quick profits. On the other hand, myriads of genuine investors will be 
loath to sell their stakes at any price for many years to come. Whatever else the future 
may bring, one thing seems certain: an onslaught of demand for TSLA along with an 
upcast to thrilling heights followed by a partial fallback. 

To sum up, the inclusion of Tesla in the SPX means that a slew of funds—both passive 
and active—will scoop up shares amounting to a beefy fraction of the current valuation 
of the company. Granted, the bulk of the players in the field are fully aware of the 
forthcoming surge of demand. In fact, this prospect was doubtless a major cause of the 
stock’s upsurge during the summer after Tesla reported in early July the tally of cars it 
sold during the previous quarter. 

Such are the key factors behind the ascent of TSLA in the recent past along with the 
near future. Some of the zesty prospects are already baked into the current price of the 
stock. In the absence of a huge surprise, however, a hefty amount of growth still 
remains to be unleashed in the months and years to come. 


★ 
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Disclosure. I own some shares of Tesla. The holdings began with a small stake in 
January 2020 but are now less small than they used to be. 


About the Author. Steven Kim is the founder of MintKit Institute, a think tank on 
innovation and growth in a global marketplace. 
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